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IS YOUR ASSESSMENT FAIR 2 


cipal cities of the United States since 1944. During the last year the in- 

crease was 4% and the probability is that the average real estate tax load 
will continue up for a number of years in practically all cities of the United States. 
The chart at the bottom of the page shows the fluctuations which have occurred 
in this rate from 1921 to the present. 


T HE average real estate tax load per family has advanced by 74% in 94 prin- 


The volume of new residential construction in most cities has necessitated 
new streets and sewers, new water lines, additions to hospitals, and many new 
schools. In most cases a large portion of the cost of these municipal improve- 
ments, in addition to increased city payrolls, has been added to the burden on 
real estate. It is not realistic, therefore, for the average owner of real estate 
to believe that his real estate taxes can be held at some former level. It is prac- 
tically inevitable that they will rise. 
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Average (Median) Real Estate Tax Load Per Family 
in Cities of the United States | 
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In a period of increasing costs there is always the chance that the assessor 
and his force, who generally have insufficient time, money or facilities to re- 
evaluate all real estate in their jurisdiction, will take the easy way out and will 
put the greater part of the increase on commercial and industrial properties. This 
problem becomes more complicated in that in many metropolitan areas a large 
percentage of the business which was formerly done in the downtown district has 
now been decentralized, until in some cities a rather large percentage is done be- 
yond the city limits of the central city and, therefore, beyond its taxing control. 


In our organization we are constantly receiving complaints from clients in 
all parts of the country regarding their assessments. “Our assessment was 
raised again this year - what can we do about it?” We have found that many of 
the complaints do not show that the properties in question have been discriminated 
against. In other cases, assessments have been raised on a basis which is clearly 
inequitable and where the facts certainly justify an appeal. 


As a rule, assessments rely on the value arrived at by the summation ap- 
proach (land value plus depreciated value of the improvements), as this seems 
to be the best basis for assuring equality in assessments where an overall assess- 
ment of a city is required. There is little question that this approach is the 
best, the fastest, and the most equitable for real estate assessing if an adequate 
cost manual is employed. Unfortunately, if the manual has serious mistakes, 
such as excessive costs in one class and low costs in another, the results will 
be inequities in valuation. 


Generally, the greatest source of inequities by this approach to value as 
practiced by assessing authorities is the inadequate application of accrued de- 
preciation, particularly economic or functional obsolescence. Single-purpose 
buildings such as theaters probably suffer more than any other type of structure. 


In order to judge the fairness of an assessment it is necessary to consider 
one or all of the following approaches: 


1. Conduct a ratio study - that is, determine the average ratio between 
assessed values and actual sales prices paid in the recent past. This is an ex- 
pensive process and must be conducted in an impartial manner, including all 
bona fide sales regardless of the fact that individual sales may not redound to the 
appellant’s benefit. Without proof of the impartiality of the sample chosen, the 
better informed courts would very likely overrule the validity of the conclusions 
of the ratio study. Armed with a ratio study and supported by a thorough appraisal 
the appellant with a just complaint stands a good chance of winning his appeal. 


The purpose of a ratio study is primarily to show the average level of assess- 
ment as a percentage of market value. The assessment-sales ratios may also 
show a wide spread with little concentration, which would indicate that the assess- 
ment program in its entirety shows little correlation with market value. Neverthe- 
less, the ratio study may be used to show the inequity of the appealed assessment. 
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In order to do this, however, it is necessary to establish a percentage of assess- 
ment to value, either from a recent sale of the subject property or by a competent 
appraisal. 


The ratio study can be further extended or limited by including only certain 
classes of real estate. For instance, in appealing residential property assess- 
ments, it is advisable to limit the sales ratio study to residential property. 
Another study of the real estate sales in the downtown district may disclose, as 
is often the case, that downtown districts are overassessed in relation to residen- 
tial property. A study of the sales of industrial property may disclose other 
interesting facts. For more information on assessment-sales ratio surveys see 
our Appraisal Bulletin of September 22, 1952(Vol. XXI, No. 41). 


2. Have an appraisal of the subject property made by a competent appraiser - 
one qualified as an expert. The appraisa! should, when possible, include the three 
generally accepted approaches to value - the Summation or Cost Approach, the 
Income Approach, and the Comparative or Sales Approach. 


We believe that the income approach, if used correctly, has considerable 
possibilities for securing reductions in assessments where these assessments 
have been excessive. By this we do not mean that a reduction in assessment 
can always be secured on a piece of property which is not developed to its highest 
and best use on the grounds that the income from the property is insufficient to 
support the value placed on the property for assessment purposes. There are 
many pieces of property in downtown districts of our cities where some totally 
inadequate and obsolete improvement still remains on land which, if correctly 
improved, would have much larger income-producing possibilities. The assess- 
ment on this property is based on the value imputed to the ground plus a nominal 
amount for the obsolete improvements, and it is probably impossible to fight an 
assessment on property of this type purely from the income approach. On the 
other hand, within the downtown districts a large part of the value of property 
depends on the imputed income-producing value of the ground, and this value, in 
the last analysis, depends on net income which can be derived from it, which 
again depends on its accessibility. By accessibility we mean that it can be reached 
easily by a large number of potential customers. This value depends primarily 
on the quality and quantity of pedestrian traffic which either passes it or can be 
induced to pass it. Vehicular traffic generally has no value unless the riders can 
become pedestrians as, with relatively few exceptions, a rider must become a 
pedestrian before he becomes a customer. 


Checks we have made during the past 20 years would indicate that the pedes- 
trian patterns in the downtown districts of our cities have changed very markedly, 
and certainly the vehicular patterns have changed. One-way streets, traffic 
signals, and either private or municipal parking facilities have all had their effect 
on these patterns, and as these patterns have changed, land values have changed, 
In many cases these changes have not been recognized by the assessors. In 
some cities we have found land assessments which have remained unchanged 

















during the past 20 years, in spite of the fact that the basic factors controlling 
real estate values in these same cities have undergone tremendous changes. * 


The land values in most downtown districts are assumed by the assessor to 
change in a rather regular fashion from property to property and from block to 
block. Actually, however, it can often be proved that this gradual change within 
a block or from block to block is a theoretical abstraction that has no basis in 
fact. Quite frequently a change in location of 50 feet could double or halve the 
volume which a store could do, and this difference creates a real difference in 
the value of the land regardless of theoretical patterns which the assessor may 
draw on his maps. 


The sales approach carries considerable weight with the courts but, unfortu- 
nately, is too often impossible to present. The comparable sales must be com- 
parable as to location, type, size of improvements, and income-producing poten- 
tialities, and the sales must be recent. A comparison of sales prices per unit 
may be used to overcome differences in size. The comparison of net income 
figures per unit may overcome the difference in total rentals, and the application 
of a market price index may be used to overcome the difference in sales dates. 


3. Check the assessor’s method of arriving at his assessment. Was it im- 
partially made and in conformance with local standards? 


4. Compare local standards with adequate appraisal technique. Are the 
standards used locally in accordance with modern appraisal technique and sound 
appraisal procedure, or are they too generalized to allow adequately for variations 
in value due to variations in shape, size or height of improvements? In other 
words, it is necessary to discover the deficiencies of the program in order to 
present a logical appeal. The deficiencies generally coincide with the weaknesses 
of the cost approach. An analysis of the application of accrued depreciation will 
usually disclose the fact that no consideration was given to any item of depreciation 
except physical deterioration, which is based almost entirely on the age of the im- 
provements. Only seldom is consideration given to other elements, such as loss 
in value due to overimprovement, unfavorable leases, excessive vacancy, func- 
tional obsolescence of single-purpose buildings, etc. 


An analysis of the above studies can contribute to the success of the appellant 


with a just appeal. =. 


WILLIAM J. RANDALL, 





*See December 31, 1953, Appraisal Bulletin, Volume XXII, Number 59, pub- 
lished by Roy Wenzlick &Co. 
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